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Summary of L egislation: (Amended) This bill includes the following provisions:

(1) The bill establishes the Tobacco Settlement Authority. It provides for the sale of bonds payable from
future tobacco settlement paymentsto the state.

(2) Thebill distributes over 10 yearsthe net bond proceeds and income accruing to the Authority to the: (1)
state General Fund; (2) Twenty-first Century Research and Technology Fund; (3) Venture Fund; (4)
Technology Development Grant Fund; (5) Rural Development Council Fund; (6) Value Added Research
Fund; (7) Rural Development Administration Fund; and (8) the Growth Scholars Fund. The bill also makes
appropriations.

(3) Thehill transfersthe Twenty-first Century Research and Technol ogy Fund and program from the Budget
Agency to the Development Finance Authority.

(4) The bill provides atax credit against state tax liability for (1) employers that provide employment in
targeted employment areas for students and graduates participating in a certified degree program; and (2)
graduates of a certified degree program who are employed in Indiana after graduation. It provides for
certification of degree programs.

(5) The bill also authorizes the Indiana Port Commission to construct and finance: (1) maritime and

nonmaritime port projects throughout Indiana for the transfer of goods and passengers between all modes
of transportation; and (2) nonport projects to promote economic growth and devel opment.
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(6) The bill removes limitations on the establishment of certified technology parks. The hill also makes
related changes.

(7) Thisbill extends the Research Expense Credit until 2010.

(8) Thishill reducesthe 30% personal property tax assessed valuation floor for property taxes payable after
2004 and before 2011.

(9) The bill establishes a 22-member Government Efficiency Commission to review all operations of state
government and to make recommendations by December 31, 2004, concerning increased efficiency, waste
reduction, and other cost reduction.

Effective Date: (Amended) January 1, 2003 (retroactive); Upon Passage; July 1, 2003; January 1, 2004.

Summary of Net State |l mpact: (Revised) Thisbill providesfor the sale of 35% of the state’ s anticipated
Tobacco Settlement Agreement income stream to the Tobacco Settlement Authority. The Authority would
securitize the income through the sale of bonds at a discount for alump sum payment. The securitization is
estimated to raise $522.5 M in net proceeds from the sale of tax exempt bonds in FY 2004: $373.2 M for
distribution to the Indiana Growth Fund and $149.3 M for distribution to the General Fund. Additional
incomewill be earned from investment of the undistributed portion of the Indiana Growth Fund. Investment
earnings may be as much as $50 M over aten-year period. This estimate is dependent on how long funds
remain in the Indiana Growth Fund for investment purposes.

The tax shifts from business personal property to other property in the bill would cause the state’ s expense
for regular PTRC and Homestead Credits to increase. The additional state expense is estimated at $3.7 M
in FY 2005 (partial year) and $13.2 M in FY 2006, with the full impact of the phaseout being reached at
$20.9 M in FY 2008. The impact will continue until this provision expiresin FY 2011.

Extending the expiration date of the Research Expense Credit to December 31, 2010, will result in
approximately $37.85 M inrevenuelossfor FY 2005 (six monthsliability) and approximately $79 M to $80
M in FY 2006 to FY 2010. The revenue loss from the Indiana Growth Scholars Tax Credit will not occur
until FY 2008.

The bill makes the following appropriations from the Indiana Growth Fund.
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Distributions from the I ndiana Growth Fund
Y ear IN Develop- Value Rural Rural IN Growth Total
ment Added Develop- Develop- Technology Scholars
Finance Resear ch ment ment Development Fund
Authority * Fund Admin. Council Grant
Fund Fund Fund
FY 2004 $25 M $0.6M $24M $12M $40M $4.7M $37.9M
FY 2005 $25M $06M $24M $12M $40M $5.1 M $383M
FY 2006 $25 M $0.6M $24M $12M $40M $5.6 M $38.8M
FY 2007 $25M $06M $24M $12M $40M $6.1 M $39.3M
FY 2008 $25M $0.6M $24M $12M $40M 0 $332M
FY 2009 $25M $06M $24M $12M $40M 0 $332M
FY 2010 $25 M $0.6M $24M $12M $40M 0 $332M
FY 2011 $25M $06M $24M $12M $40M 0 $332M
FY 2012 $25 M $0.6M $24M $12M $40M 0 $332M
FY 2013 $25M $06M $24M $12M $40M 0 $332M
Total $250 M $6.0M $240M $12.0M $40.0M $21.5M $3535M
* Represents initial appropriation of $25 M annually. Bill allows annual augmentation of up to $11 M if sufficient funds exist.
With maximum annual appropriation of $36 M for the IDFA, total appropriations would equal $463.5 M.

Explanation of State Expenditur es: (Revised) Thebill establishesthelndianaGrowth Fundtoreceivebond
proceeds from the securitization of a portion of the Tobacco Settlement Agreement revenue, as well as
appropriations, grants, gifts, donations, and interest that accrues from investment of the money in the Fund.
The Fund is to be administered by the Tobacco Settlement Authority established to securitize 35% of the
payments made to the state under the Tobacco Master Settlement Agreement. Money in the Fund does not
revert to the state General Fund, and the expenses of administering the Fund are to be paid from the Fund.
If the Authority hasinsufficient money to make the total amount of transfers required by law for any fiscal
year, the Authority will make transfers for that fiscal year as directed by the State Budget Agency after
review by the Budget Committee.

Indiana Development Finance Authority Distributions. The bill provides for distribution of at least $250.0
M ($25.0 M annually) fromtheIndiana Growth Fund to the Indiana Devel opment Finance Authority (IDFA)
from FY 2004 to FY 2013. Thebill also provides that a supplemental distribution totaling $110.0 M ($11.0
M annually) from FY 2004 to FY 2013 may be made to the IDFA if the Budget Committee determines that
a sufficient balance remains in the Growth Fund for such supplemental distribution. The bill requires the
IDFA to annually deposit these funds either in the 21% Century Research and Technology Fund and the
Indiana Venture Fund.

Indiana Venture Fund: The IndianaV enture Fund is established by the bill to be administered by the IDFA.
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Money inthe Venture Fund does not revert to the state General Fund, and the expenses of administering the
Venture Fund areto be paid fromthe Venture Fund. Money intheVenture Fund isto be utilized by the IDFA
to

(1) Make direct loans to atechnology commercialization project to provide seed capital or venture capital.
Such loans can not exceed the lesser of 40% of theinitia funding for the project or $600,000.

(2) Makedirect or co-ventureinvestmentsintheformof loansor |oan guarantees by entering into agreements
with professional or accredited investors who agreeto invest at least as much as the IDFA in atechnology
commercialization project to provide venture capital or seed capital. The IDFA may not loan, or guarantee
loans, of more than $1.0 M to any single business under these arrangements. This maximum may be
increased to $1.5 M if deemed necessary to protect or enhance the initial investment of the IDFA.

(3) Enter into written agreements with one or more professional investorsto establish a pool of fundsto be
used exclusively asventure capital or seed capital investments. The IDFA may not invest more than $2.0 M
in asingle pool or in affiliated pools of funds.

The bill also establishes a seven-member advisory board to evaluate applications for loans or co-venture
investments in the form of loans or loan guarantees. The advisory board consists of: (1) three members of
the IDFA other than the Lt. Governor, to be selected by the Governor; (2) three members of the 21% Century
Research and Technology Fund Board other than the Lt. Governor, to be selected by the Governor; and (3)
the Lt. Governor. The bill requires the advisory board to make recommendations to the IDFA, and for the
IDFA to makethefinal determination regarding investments. Membersof the advisory board arenot entitled
to per diem, but are entitled to reimbursement for travel and other expenses.

21* Century Research and Technology Program and Fund: The hill transfers certain administrative
responsibility pertaining to the 21% Century Research and Technology Program from the State Budget
Agency (SBA) to the IDFA. The bill aso transfers administration of the 21 Century Research and
Technology Fund from the State Treasurer to the IDFA. Under the bill, the Fund Board approves and
recommends applications for grants and loans to the Budget Committee. After review by the Budget
Committee, the IDFA is authorized (instead of the SBA) to approve, deny, or modify grants and loans
recommended by the Fund Board. However, the bill also requires that grant and loan applications
recommended by the Fund Board be submitted to the SBA for approval. Under current statute, the IDOC
must provide administrative assistance to the IDFA. Currently, the IDFA has a staff of approximately eight
employees. The additional administrative responsibilities established under the bill presumably could be
absorbed by these agencies given their existing budgets and resources. The December 7, 2002, state staffing
table indicates that the IDOC has 52 vacant full-time positions, including regional office positions.

Fund Transfers: Thebill authorizesthel DFA totransfer fundsfromtheexisting BusinessDevelopment Loan
Fund to the Indiana Venture Fund (established by the bill). The alotment balance in the Business
Development Loan Fund as of January 17, 2003, was $108,125.

High Growth Company Qualification: Thebill changesthe current law definition of ahigh growth company
with high skilled jobs. Under current |aw, ahigh growth company hasaverageannual growthinearningsover
the prior three years equal to 15%. The bill lowers the growth requirement to 10% average annual growth.
The bill also changes the growth indicator from company earnings to company gross revenue. The first
change could increase the pool of businesses that qualify for: (1) loan guarantees financed through the
Industrial Development Project Guaranty Fund; and (2) enhanced assi stance through the Capital Access
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Program. (Under the Capital Access Program the IDFA’s contribution to aloan is triple the regular match
for these high growth companies.) The impact of the growth indicator change is unknown, though it could
potentially change the pool of eligible companies.

Rural Devel opment Administration Advisory Board: Thebill createsthe Rural Devel opment Administration
Advisory Board to make recommendations to the Indiana Rural Development Council concerning the
expenditure of money fromthe Rural Development Administration Fund. The Board consistsof 16 members.
Non-voting membersinclude the Executive Director of the Indiana Rural Development Council, 2 members
of the Senate appointed by the President Pro Tempore of the Senate, and 2 members of the House of
Representatives appointed by the Speaker of the House of Representatives. The Board includes 11 voting
members appointed by the Governor: arepresentative of the Commissioner of Agriculture, arepresentative
of the Department of Workforce Development, 2 persons with knowledge and experience in state regional
economic needs, arepresentative of alocal rural economic development organization, arepresentative of a
rural development council, arepresentative of rural education, arepresentative of the League of Regional
Conservation and Development Districts, and a person enrolled in rural secondary education.

Thebill distributes$42.0 M (4.2 M annually) from FY 2004 to FY 2013 fromthe Indiana Growth Fund. The
Rural Development Administrative Fund and the Rural Devel opment Council Fund are created to receive
these payments. The funds are to be administered by the Indiana Rural Development Council. Money inthe
fundsat the end of afiscal year doesnot revert to the General Fund. Thefollowing table outlinesthe specific
distributions.

FY 2004 FY 2005
Value Added Research Fund $600,000 $600,000
Rural Development Administration Fund $2,400,000 $2,400,000
Rural Development Council Fund $1,200,000 $1,200,000
Total $4,200,000 $4,200,000

Energize Indiana Growth Scholars Fund and Program: The bill appropriates $4.7 M for FY 2004, $5.1 M
for FY 2005, $5.6 M for FY 2006, and $6.1 M for FY 2007 from the Indiana Growth Fund to the Energize
Indiana Growth Scholars Fund. The Fund is created by the bill and isto be administered by the State Budget
Agency. Money in the Fund at the end of afiscal year does not revert to the General Fund.

The Fund is to be used to: (1) pay the total operating expenses of the Student Assistance Commission,
including grants and administrative expenses, for the Certified Degree Program; and (2) reimburse the state
Genera Fund for the cost of the Internship Payroll Credit (see Explanation of State Revenues). The hill
requiresthe State Budget Agency to annually transfer from the Fund an amount equal to the amount needed
to reimburse the state General Fund for the cost of the Internship Payroll Credits taken by taxpayersin that
fiscal year. Any money remaining in the Fund after reimbursement of the tax credit cost may be used by the
Student Assistance Commission for grants to students to pay for academic credit to fulfill the internship
component of a certified degree program.

Certified Degree Programs: The bill provides for the establishment of certified degree programs by state
and private institutions of higher learning. These programs would be certified by the Student Assistance
Commissionin consultationwiththe Department of Workforce Devel opment and the Commissionfor Higher
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Education. Under thebill, acertified degree program must address areas of tar geted employment and include
an internship component. The bill defines targeted employment as employment in any of the following
business activities.

(1) Advanced manufacturing, including the following:
(A) Automotive and electronics.
(B) Aerospace technology.
(C) Robotics.
(D) Engineering design technology.
(2) Life sciences, including the following:
(A) Orthopedics or medical devices.
(B) Biomedical research or development.
(C) Pharmaceutical manufacturing.
(D) Agribusiness.
(E) Nanotechnology or molecular manufacturing.
(3) Information technology, including the following:
(A) Informatics.
(B) Certified network administration.
(C) Software development.
(D) Fiber optics.
(4) Twenty-first Century logistics, including the following:
(A) High-tech distribution.
(B) Efficient and effective flow and storage of goods, services, or information.
(C) Intermodal ports.

Other Administrative Impacts: The Department of State Revenue (DOR) would incur some administrative
expenses relating to the revision of tax forms, instructions, and computer programs to incorporate the
Internship Payroll Credit. In addition, the bill requiresthe Student Assistance Commission to certify degree
programs in consultation with the Commission for Higher Education and the Department of Workforce
Development. Thehill alsorequiresthe Student Assi stance Commissionto establishrequirementsfor Growth
Scholars Tax Credits and to annually award provisiona tax credits to students under that program. Any
expenses rel ating to these additional administrative requirements presumably could be absorbed given each
agency’s existing budget and resources.

Government Efficiency Commission: The bill creates a 22-member commission consisting of one
cochairperson appointed by the President Pro Tempore of the Senate, one cochairperson appointed by the
Speaker of the House, 10 members appointed by the President Pro Tempore of the Senate, and 10 members
appointed by the Speaker of the House. The members can not be an elected or appointed state or local
official. The Commission shall have four subcommittees: K-12 education, higher education, Medicaid and
human services, and general government.

Themembersareentitledto traveling expensesand other expensesincurredin connection with the members
duties. Assuming an average of two meetings per month, the FY 2004 impact is estimated to be $18,250 and
the FY 2005 impact is estimated to be $9,125. The expenses of the Commission would be paid from the
Legidative Services Agency budget. The staff advisers for the Commission include the State Budget
Director, the Commissioner of the Higher Education Commission, the Indiana State Board of Education
Administrator, and the Executive Director of the Legidative Services Agency.
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Port Commission: The bill expands the Port Commission’ s authority beyond financing and building port
projects on Lake Michigan, the Ohio River, and the Wabash River. In addition to its current powers, the bill
authorizes the Port Commission to issue revenue bonds under its current law issuing authority to finance
projectsinvolving (1) to (3) below.

(1) Ports on other water bodiesin Indiana.

(2) Nonmaritime port and traffic exchange points throughout Indianafor the transfer of goods and
passengers between all modes of transportation.

(3) Any other project located in Indianaother than at aport, that the Commission findswill enhance,
foster, aid, provide, or promote: (a) economic devel opment; (b) public-private partnerships; and (c)
other industrial, commercial, business, transportation purposes.

Under current statute, Port Commission revenue bonds have a maximum maturity of 50 years. Also under
current statute, Port Commission revenue bonds do not constitute a debt, or apledge of the faith and credit,
of the state or political subdivisions of the state. In addition, current statute requires that revenue bonds of
the Port Commission be secured with revenuesderived by the Commissionfromfees, tolls, rentals, and other
chargesfor: (1) the use of Commission ports, projects, terminal facilities, and lands; or (2) servicesrendered
by the Commission. Current law authorizes the Port Commission to fix its fees, tolls, rentals, and other
charges to provide revenue sufficient to pay its administrative, operation, and maintenance costs and the
principal and interest on revenue bond issuances. As aresult of the bill, the Port Commission would incur
additional administrative expenses relating to the expansion of project financing authority. Additional
staffing that may be necessitated by this expansion is unknown at thistime. The Port Commission currently
has 11 employees staffing its Indianapolis office, with 23 port employees located in Mt. Vernon,
Jeffersonville, and Portage.

IEDC Board Membership and Authority: The bill changes the membership of the Indiana Economic
Development Council (IEDC) so that it is composed of 21 members, none of whom can be members of the
General Assembly. The Governor and Lt. Governor each appoint three members; and the Speaker of the
House of Representatives, President Pro Tempore of the Senate, House Minority Leader, and Senate
Minority Leader each appoint two members. Also, the presidents of IndianaUniversity, Purdue University,
Indiana State University, Ball State University, Ivy Tech State College, Vincennes University, and the
University of Southern Indiana each appoint one member. Members appointed by the Governor, Lt.
Governor, President Pro Tempore of the Senate, and Senate Minority Leader serve for terms of four years;
and members appointed by the Speaker of the House of Representatives, the House Minority L eader, and the
college and university presidents serve for terms of two years. The bill providesthat IEDC Board members
are entitled to a salary per diem equal to the per diem for members of the General Assembly for attending
meetings. In addition, Board members are to be reimbursed for actual and necessary expenses on the same
basisas state employees. Under current law, the IEDC Board iscompaosed of the Governor, theLt. Governor,
the chief operating officers of the IEDC, the Corporation for Indiana’ s International Future, and additional
persons appointed by the Governor.

The bill requires the Board to elect an executive director of the IEDC. The hill also allows the IEDC to
employ bond counsel, other legal counsel, technical experts, and other officers, agents and employees.

Personal Property Assessment Floor: The state pays Property Tax Replacement Credits (PTRC) in the
amount of 60% of school general fund levies attributable to all property and 20% of the portion of all
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operating levies (including the remaining 40% of the school GF levy) that are attributable to real property
and non-business personal property. Homestead Credits are paid by the state in the amount of 20% of the net
property tax due on owner-occupied residences.

The tax shifts from business personal property to other property in the bill would cause the state’ s expense
for regular PTRC and Homestead Credits to increase. PTRC and Homestead Credits are paid from the
Property Tax Replacement Fund, whichisannually supplemented by the state General Fund. Therefore, any
additional PTRC or Homestead Credit payments would ultimately come from the state General Fund. The
additional state expenseisestimated at $2.2 M in FY 2005 (partial year), $7.9 M in FY 2006, and $11.3M
in FY 2007. Thisamount will grow by about 5% per year through FY 2010.

Technology Parks/Technology Development Grant Fund: The bill provides for the distribution of $40.0 M
($4.0 M annually) to the Technology Development Grant Fund from FY 2004 to FY 2013. The Fund is
established to provide grantsto redevel opment commissionsthat have established technol ogy parks. Thebill
requires the Indiana Department of Commerce to administer the Fund. The bill limits total grants to a
particular technology park to $2 M for leasing, construction, and purchase of capital assets and $2 M for
operating expenditures. However, no more than $500,000 may be distributed to aparticul ar technology park
in afiscal year. The bill removes the requirement that a certified technology park application demonstrates
afirm commitment from at least one business engaged in high technology activity creating a significant
number of jobs.

Explanation of State Revenues: (Revised) Tobacco Settlement Authority: The Public Finance Office has
estimated that an issuance of $617.95 M in tax exempt bonds with a 35-year maturity would result in net
proceeds of $522.5 M. This estimate is based on the financial conditions in December of 2002 and the
following assumptions: aliquidity reserve of $48.1 M, capitalized interest of $21.7 M, costs of issuance of
$6.2 M, anoriginal issuediscount of $19.4 M, an interest rate of 6.73%, and an accel erated retirement of the
bonds. Actual proceeds from the securitization process will depend on future market factors. The dollar
amount of bond proceeds actually achieved under the terms of the bill will be dependent upon the length of
time for which the bonds areissued, how the bonds are structured, the tax exempt status of theissue, and the
yield available in the market at the time of issuance.

This estimate does not account for the investment earnings from the proceeds. Depending on the amount of
funds available and the length of time the funds are left in the Indiana Growth fund, investment earnings
could be as much as $50 M over aten-year period.

Using the assumptions stated above, the Authority would deposit approximately $373.2 M in the Indiana
Growth Fund and $149.3 M in the state General Fund after the projected sale of bonds in 2004. The
distribution to the General Fund may jeopardizethetax-exempt status of the bond issuewhich couldincrease
the cost of the bonds and decrease the net proceeds.

Background Information: Thisbill creates the Tobacco Settlement Authority to assist in securitizing 35%
of therevenue stream payabl e to the state fromthe Tobacco M aster Settlement Agreement between the states
and participating tobacco manufacturers. The Authority is established as a body corporate and politic. The
governance of the Authority is by a 7-member board consisting of the Governor, Lieutenant Governor, the
Treasurer of State, and 4 membersappointed by the Governor (not morethan three of whom may be members
of the same political party). Four members of the Board constitute a quorum, and 4 affirmative votes are
required for the Board to take action. Members of the Board are not eligible for compensation, but are
entitled to reimbursement for actual expenses on the same basis as state employees.

HB 2008+ 8



The Authority may employ independent counsel, financial advisers, other agents, and employees necessary
to carry out the operations of the Authority. Employees of the Authority are not considered to be state
employees. The Authority must contract with an independent certified public accountant for an annual
financial audit. Copies of the Authority’s annual budget and financia report are to be submitted to the
Budget Director, the L egislative Council, and the State Board of Accounts. The Authority isprohibited from
exercising the power of eminent domain and levying taxes.

The Authority may purchase from the state a portion of the amounts and revenues due to the state under the
Tobacco Master Settlement Agreement. The Tobacco Settlement Authority is authorized to issue bondsin
an amount appropriate to provide sufficient fundsfor payment of debt service, establishment of debt service
or operating reserves to secure the bonds, and covering the cost of issuance of bonds, financing costs, and
other expenditures necessary to carry out its purposes. Thebill providesthat 5/7 of the net proceeds of bonds
issued by the Authority, with certain exceptions, are to be deposited in the Indiana Growth Fund; 2/7 of the
net proceeds of bonds issued are to be deposited in the state General Fund.

Thebill authorizesthe stateto sell and assign to the Authority all of the state’ sright to receive a35% portion
of the state’ sannual share of the revenues dueto the state under the Tobacco Master Settlement Agreement.
A sale and assignment of rights to this revenue isirrevocable.

The bill providesfor atransfer of revenues or income not required to meet the obligations of the Authority
to the General Fund if directed by the Governor.

The bill provides for the dissolution of the Authority not later than two years from the final payment of its
outstanding bonds and satisfaction of all other outstanding obligations. Upon dissolution, all of the
Authority’ s property shall be transferred to the state, including the Authority’ sright to revenues due under
the Tobacco Master Settlement Agreement.

Internship Payroll Credit: The bill establishes the Internship Payroll Credit for payroll and other costs
incurred by ataxpayer that employsin targeted employment astudent in, or agraduate of, acertified degree
program. (See discussion of theseterms under Explanation of Sate Expenditures.) Thecredit isequal to the
sum of: (1) $500 for each targeted employment position filled by a student or graduate of a certified degree
program; plus (2) the lesser of the payroll expenditures incurred by the taxpayer to employ the student or
graduate in targeted employment or $500. The amount of credits eligible taxpayers may claim annually is
indeterminable. This total would be contingent upon a number of factors, including employer utilization,
student interest, and current and future capacity of higher learning institutions to operate certified degree
programs.

Thebill requires annual transfers from the Energize Indiana Growth Scholars Fund in FY 2004 to FY 2007
to the state General Fund to offset the costs of the tax credit (see Explanation of State Expenditures). The
bill appropriates $4.7 M for FY 2004, $5.1 M for FY 2005, $5.6 M for FY 2006, and $6.1 M for FY 2007
from the Indiana Growth Fund to the Energize Indiana Growth Scholars Fund. Based on the annual
appropriations to the Growth Scholars Fund, at least 4,700 certified degree program students or graduates
placed in targeted empl oyment positions could be claimed for purposes of thecreditin FY 2004, with no net
fiscal impact to the state General Fund. Thistotal would increase to 5,100 in FY 2005, 5,600 in FY 2006,
and 6,100 in FY 2007, with no net fiscal impact. Thisassumesthat each eligible taxpayer claims $1,000 per
student or graduate employed and does not carry over excess creditsto succeeding years. The bill does not
provide for funding the credit offset after FY 2007 or in excess of the appropriation amounts.
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Thiscredit may beclaimed by individual and corporatetaxpayersagainst their Adjusted Grossincome (AGlI)
Tax, the Insurance Premiums Tax, and the Financial Institutions Tax liabilities. The credit is effective
beginning in tax year 2003. As a result, the fiscal impact could begin in FY 2004 depending upon how
quickly degree programs can be certified. The credit is not refundable, but may be carried forward to
subsequent years. The credit can not be carried back. If an employer is a pass through entity and does not
haveatax liability, the credit could betaken by shareholders, partners, or membersof the passthrough entity
in proportion to their distributive income from the pass through entity. A taxpayer claiming the credit for an
employeeis not eligible to receive the Enterprise Zone Employment Credit or the Prison Investment Credit
for the same employee.

Revenuefromthe AGI Tax on corporations, the Financial Institutions Tax, and the Insurance Premiums Tax
isdeposited in the state General Fund. Eighty-six percent of the revenue from the AGI Tax on individuals
isdepositedinthe state General Fund, and 14% of thisrevenueisdeposited in the Property Tax Replacement
Fund.

Indiana Growth Scholars Tax Credit: The bill establishes arefundabletax credit that: (1) could be awarded
on a provisiona basis by the Student Assistance Commission to an undergraduate student enrolled in a
certified degree program; and (2) would be claimedin tax years subsequent to the student’ sgraduation if the
student is employed in Indiana. An eligible taxpayer could potentially be entitled to a maximum tax credit
of $2,000 per year over four consecutive tax years after graduation. The fiscal impact of the credit could
potentially begin in FY 2008. Despite the annual maximum for provisional credits (equal to $28.0 M), the
annual fiscal impact would be contingent upon the distribution of provisional credits by the Commission
among students in two-year and four-year certified degree programs. Thus, the fiscal impact of the credit
could exceed $28.0 M in a particular fiscal year, however, those years would be offset by yearsin which
credits claimed fell below $28.0 M.

The bill permits the Student Assistance Commission to award a provisional tax credit during an academic
year to afull-time undergraduate student who isenrolled in acertified degree program and who isan Indiana
resident. To be eligible for a provisional tax credit, the student also must meet specified academic
requirementsand additional eligibility requirementsimposed by the Commission. Themaximum provisional
creditis$2,000 per academic year. The provisional credit may not be claimed against the student’ sAdjusted
Grossincome (AGI) Tax. Rather, the provisional credit may be claimed oncethe student hasgraduated from
the certified degree program and is employed in Indiana. Under the bill, the provisional credits would be
claimed intheorder of academic year inthecertified degree program during which they wereawarded. Thus,
aprovisional credit awarded in astudent’ sfirst year in a certified degree program would be claimed in the
first taxable year after graduation; and a provisional credit awarded in the fourth year in a certified degree
program would be claimed in the fourth taxable year after graduation.

Under the hill, the tax credit isrefundable. The bill limits the number of provisional credits a student may
receiveto four over four yearsin acertified degree program. The bill also limitsthe amount of aprovisional
credit to $2,000 per student per academic year. The bill places an aggregate limit on the annual amount of
provisional creditsthat the Commission may awardto $28.0 M per academic year. Thiscould provide $2,000
provisional creditsto 14,000 students each academic year. Assuming 12 months start-up for the Certified
Degree Program and for establishing eligibility requirementsfor the Growth Scholars Tax Credit Program,
provisional credits could potentially be awarded for the first time during the 2004-2005 academic year. As
aresult, provisional credits could be claimed for the first time by graduates of a two-year certified degree
program in tax year 2007. Thiswould have afiscal impact in FY 2008. Provisional credits awarded in the
2004-2005 academic year to a student in a four-year certified degree program could, at the earliest, be

HB 2008+ 10



claimed in tax year 2009.

Personal Property Assessment Floor: The state levies a tax rate for State Fair and State Forestry. Any
reduction in the assessed value base will reduce the property tax revenue for these two funds. The annual
revenue reduction under this proposal is estimated at about $33,000 in FY 2005 (partia year), $115,000 in
FY 2006, and $150,000 annually from FY 2007 through FY 2010.

Port Commission: Under current statute, ports and other property of the Port Commission, interest on
Commission revenue bonds, proceeds from the sale of the bonds, and receipt of the interest and proceedsis
exempt from taxation in Indiana, except for the Financial Institutions Tax and the Inheritance Tax. The bill
extendsthistax-exempt statusto nonmaritime port facilitiesand nonport proj ects of the Commission that are
authorized by the bill. Thus, the bill could result in the exemption of additional investment income from
taxation, totheextent that taxpayerssubstituteinvestment i n Port Commission revenuebondsfor investments
in taxable instruments.

Research Expense Credit: Thisbill extendsthe expiration date of the Research Expense Credit to December
31, 2010. It iscurrently set to expire December 31, 2004. It is estimated that these changes will result in an
additional revenue loss beginning in FY 2005 through FY 2011.

Over the past few years, the current Research Expense Credit has ranged from $9.2 M in FY 1996 to $24.2
M in FY 1999. However P.L. 192-2002ss increased the credit to 10% and eliminated the apportionment
formula. Consequently the cost of the base credit was estimated to increase by an additional $47.9 M in FY
2004 and $51.5 M in FY 2005 (for afull 12 months or $24.8 M for 6 months due to the expiration of the
credit in 2004). Thetotal annual cost of the current credit is estimated to be $72.1 M in FY 2004 and $75.7
M in FY 2005. If this credit were to expire December 31, 2004, the revenue base could potentially increase
by approximately $37.85 M in FY 2005 (six monthsliability) and $79 M in FY 2006. However, without this
credit available, taxpayers’ investment in research activities could significantly change and affect their base
income tax liabilities. Research Expense Tax Credits affect revenue collections deposited in the General
Fund.

It is difficult to estimate the exact impact of continuing this tax credit since it is dependent on both the
amount of research expenses individual taxpayers make during the year and their total tax liability. With
additional incentives created for research and devel opment activity based in the state of Indiana, therevenue
loss from this credit could increase by an indeterminable amount. The credit provides $100,000 for each $1
M in new research expenses. Increased expenditures on research activities could also generate additional
Adjusted Gross Income and Sales Tax revenue if these expenses are used to hire additional employees or
purchase related equipment.

Technology Parks: The bill also removes the limitation that no more than $5 M may be deposited in an
Incremental Tax Financing Fund for acertified technology park over thelife of the park. This change could
potentially increase the incremental Sales and Use Tax and Adjusted Gross Income Tax revenue from
technology parks deposited in these incremental tax financing funds.

Explanation of L ocal Expenditures:

Explanation of L ocal Revenues: (Revised) Personal Property Assessment Floor : Under current assessment
rules, the total value of ataxpayer’s depreciable personal property located in the same taxing district must
be at least 30% of the total cost of the property. Thisisknown as the 30% valuation floor. This bill would
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reduce the floor to 25% for taxes payable in CY 2005 and 20% for taxes payable in CY 2006 through CY
2010. The floor would return to 30% beginning with taxes paid in CY 2011.

The reduction of the floor would reduce the assessed value of personal property which would shift part of
the tax burden from personal property taxpayersto all property taxpayers. The following table containsthe
estimates of tax shiftsin CY 2005 and CY 2006, based on examination of data from returns with over
$150,000 in assessed valuation.

Estimated Property Tax Shifts From 30% Floor Reduction
CY 2005 CY 2006
25% Floor 20% Floor
Property Type % Shift Tax Shift % Shift Tax Shift
Agricultural 0.8% $2.7M 1.2% $43M
Residential 1.0% 196 M 1.5% 327M
Commercia (0.1) % (Lo ™M (0.1) % 23y M
Industrial (1.5) % (14.8) M (2.6) % (25.9) M
Utility (7.8) % 175 ™M (11.3) % (265 M
PTRC 7.7M 121 M
Homestead Credit 33M 56M
Total Change * 0.0 0.0
* Totals may not sum to zero due to rounding.

Technology Centersand Parks: Removingthelifetime $5M limitation depositsinincremental tax financing
funds of certified technology parks could potentially increase the incremental revenue from local option
income taxes collected from park employees that are deposited in the incremental tax financing funds.

State AgenciesAffected: IndianaDepartment of Commerce; IndianaDevel opment Finance Authority; State
Budget Agency; 21% Century Research and Technology Fund Board; Budget Committee; State Treasurer;
Lt. Governor; Governor; Department of Workforce Devel opment; Commi ssioner of Agriculture; Department
of State Revenue; State Student Assistance Commission; Commission for Higher Education; Port
Commission; State Board of Education; Legidative Services Agency; Department of Local Government
Finance; Indiana Economic Development Council.

L ocal Agencies Affected:

Information Sources. Department of State Revenue; Department of Local Government Finance; Local
Government Database.

Fiscal Analyst: Kathy Norris, 317-234-1360; Jim Landers, 317-232-9869; Diane Powers, 317-232-9853;
Baob Sigalow, 317-232-9859.
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